CHAPTER: Asset Quality
SECTION: Sampling

Section 209

INTRODUCTION

A key component in the evaluation of the quality
of aningtitution’ s assetsis the review of a portion
or sample of those assets. Sampling is the process
of selecting alimited number of assets from a
large group of assets so that conclusions about the
guality of the entire portfolio may be drawn from
the characteristics of the sample. The objectiveis
to limit the number of assets reviewed while still
providing enough information to enable the exam-
iner to draw and support areliable conclusion
about the portfolio without requiring areview of
all of the assets. The underlying assumption is
that the quality of assetsin the sampleis represen-
tative of the quality of assetsin the portfolio. In-
herent in the use of alimited sample of assets for
review istherisk of sampling error (i.e., the risk
that the quality of assets selected for review will
not be representative of the portfolio). Generally,
sampling risk isreduced by increasing the size of
the sample. Large samples are costly and time
consuming, so examiners must balance the risk of
sampling error against the costs of using large
samples. This Section provides several sampling
methods to allow examinersto limit the number
of assets reviewed while mitigating sampling
risks. The application of the guidance in this Sec-
tion will reduce the likelihood of significant sam-
pling error and will aso enable examiners to:

Select arepresentative sample of assets for
review;

Determine if the institution isin compliance
with both safety and soundness standards and
its underwriting policies;

Analyze the level of reliance that can be
placed on the institution’s Internal Asset Re-
view (IAR) program for the purpose of in-
cluding the results of the IAR programin
meeting minimum examination review cover-
age standards; and

Determine if an expansion of the asset classi-
fication review is needed.

Asdiscussed in other chapters of the Thrift Ac-
tivities Regulatory Handbook, examiners, in addi-
tion to performing areview of individual assets
and loan files, should base their final assessment
of the quality of the portfolio on factors that in-
clude the following:

the adequacy of the institution’s underwriting
policies and procedures;

an evaluation of portfolio performance and
credit quality;

the experience and training of personnel; and

the adequacy of the institution’s pre- and post-
funding quality control reviews and other in-
ternal controlsrelated to the portfolio.

Examiners should use different methodol ogies for
the sampling and testing of two different asset
types: homogeneous and non-homogeneous as-
sets. For the purpose of this Handbook Section,
“homogeneous assets’ are those that amortize
monthly and are typically underwritten based on
common, uniform standards. They include one- to
four-family residential real estate loans, home im-
provement loans, home equity loans, owner-
occupied mobile home loans, amortizing residen-
tial property loans, consumer installment loans
and leases, credit card balances, personal over-
drafts, and loans on deposits. Because homogene-
ous assets are generally classified based on
delinquency status, the examiner’s sampling
should be directed to the determination of
whether the institution uses prudent underwriting
standards, rather than the IAR program’s classifi-
cation of such assets.

“Non-homogeneous’ assets are those where un-
derwriting criteria are less likely to be uniform
and where classification decisions are based on
broader considerations than just the delinquency
status. Non-homogeneous assets include commer-
cial rea estate, commercial, and construction
loans; private placement, non-rated, and below-
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investment-grade municipal and corporate securi-
ties; and other investments (i.e., al assets other
than homogeneous assets, cash, high-quality gov-
ernment securities, and high-quality mortgage-
backed securities). For these assets, the examiner
should use sampling to develop conclusions re-
garding two issues: first, the quality and reliabil-
ity of theinstitution’s AR program for the
purpose of including the results of the IAR pro-
gram in meeting minimum examination sampling
coverage standards and, second, the quality of the
institution’s underwriting standards.

Therest of this Section discusses sampling meth-
odologies for homogeneous assets; sampling
methodol ogies for non-homogeneous assets; re-
view of previously examined assets; and require-
ments for documenting the sampling method used
in the work papers and the Report of Examination
(ROE).

Note: Examiners should exclude from their sam-
ple, loans made by an eligible institution under
the March 30, 1993, “Interagency Policy State-
ment on Documentation for Loans to Small- and
Medium-Sized Businesses and Farms.” Under that
Policy Statement (the provisions of which were
incorporated into OTS Regulation
563.170(c)(10)), institutions that are well- or ade-
quately capitalized under Section 38 of the Fed-
eral Deposit Insurance Act (Prompt Corrective
Action) that have a composite rating of 1 or 2, are
permitted to identify a portion of their portfolio
(equal to 20% of their total capital) of small- and
medium-sized business and farm loans that will
be exempt from examiner review of documenta-
tion. Certain 3-rated institutions can apply to use
this authority. Institutions should have awritten
list of the loans assigned to this “exempt portion”
of the portfolio. Examiners should review
563.170(c)(10) to ascertain the eligibility re-
guirements and other related factors.

SAMPLING METHODOLOGIES FOR
HOMOGENEOUS ASSETS

To determine if loans reviewed are madein ac-
cordance with the institution’s own underwriting
standards, examiners must first review the institu-
tion’ s loan underwriting and asset acquisition
policies and internal controls for adequacy. Exam-

iners should also evaluate the structure, admini-
stration, scope, and results of theinstitution’s AR
program for homogeneous assets. The IAR pro-
gram should follow the classification require-
ments applicableto “slow loans” and “slow
consumer loans” discussed in Section 260 of this
Handbook.

For homogeneous assets, examiners should sam-
ple the assets to detect any asset quality problems
that result from poor underwriting standards. Be-
cause the examiner will be looking to draw a con-
clusion about the whole portfolio, the assets
selected for review should not be limited to only
those underwritten since the last examination.
With respect to loans made since the previous ex-
amination, examiners should determineif thein-
stitution is using prudent underwriting standards
and is exercising proper lending controls. With
respect to loans made in prior periods, examiners
will generally evaluate asset quality by reviewing
loan performance history. If seasoned loans are
paying as agreed, examiners will forego further
review of the asset. If loans are not paying as
agreed, examiners will determine the cause of the
delinquency, such as poor underwriting or local
economic factors, and evaluate the effect that
such factors have on the institution’ s asset qual-

ity.

Asset quality problems that result from declining
economic conditions will not be considered ex-
ceptions unless poor underwriting contributed to
the delinguency. However, examiners should fac-
tor in the effect that well-underwritten delinquent
loans may have on the institution’s overall asset
quality.

Examiners should a so be able to conclude
whether the institution is sufficiently complying
with applicable regulations and policies. Exhibits
1 and 2 illustrate the decision-making processin
sampling homogeneous assets.

Asthe examiner is seeking to ascertain the quality
of the asset portfolio that poses a potential risk to

the institution, the examiner should include in the
population loans sold with recourse.
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Systematic Sample Selection

Initial Sample: For purposes of the review of ho-
mogeneous assets, the examiner should generally

use numerical interval sampling (described in
Appendix D) to select a systematic sample of as-
sets. The sample should not be limited by origina

tion date or performance.

Institutional Risk Profile

Exhibit 1

Sample Size Selected for Homogeneous Assets

Adequate Underwriting
Policies and Controls

Inadequate Underwriting
Policies and Controls

Low Risk High Risk
Minimum Larger
Larger Largest

The above chart shows the level of asset review required under different conditions.

The first block on the left shows that for low-risk institutions with adequate underwriting policies, only a
minimum number of assets need to be reviewed.

The lower block on the right indicates that for high-risk institutions with poor underwriting policies, the
largest number of assets need to be reviewed.

Exhibit 2

Systematic Sample

Perform overall risk assessment of the

Sample Selection for Homogeneous Assets

Risk-focused sample

Review policies and procedures

institution
Low Risk High Risk Adequate Inadequate
Select sample Select sample Select small sample Select large sample
using Appendix D using Appendix E size size

Draw and review sample

Draw and review sample

Draw conclusions about
underwriting and asset quality

Document findings
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Risk-Focused (Judgmental) Sample Selections

In addition to the use of numerical interval sam-
pling, it may be appropriate for the examiner to
also select and review ajudgmental sampleif sig-
nificant subcategories of assets are not covered by
the systematic sample or for other purposes, if de-
termined to be appropriate by the examiner.

After selecting the initial sample of assets as out-
lined in Appendix D, the examiner should deter-
mine whether all significant subcategories of
assets are included in the asset sample. The selec-
tion of subcategories should be based on an as-
sessment of the riskiness of various
subcomponents of the portfolio and the degree of
difference in underwriting standards used by the
institution for the subcategories. Examiners
should seek to include in the total sample (both
systematic and judgmental) assets from each sig-
nificant subcategory of assets for which the thrift
has separate underwriting procedures and con-
trols, whether such procedures are written or not.

Theinstitution’ sinternal auditors may provide
valuable advice in determining control pointsin
the approval process and determining significant
subcategories. Examiners should consider includ-
ing each of the following subcategoriesin judg-
mental samples of homogeneous assets:

L oan types for which exceptions were re-
ported in the last examination;

Loans originated by new personnel;

L oan types where loan volume has increased
dramatically;

Loans sold with recourse; and

New loan products.

Examiners should use their best judgment and en-
sure that their sasmple of homogeneous assetsis
sufficient to assess underwriting practices and as-
set quality.

Review of Sample

The selected homogeneous assets should be re-
viewed by the examiner to ascertain whether the

loans made during the review period were under-
written in a prudent manner and in compliance
with theinstitution’s policies. (As stated previ-
ously, seasoned |oans should be eval uated based
on their performance history.) For example, for a
loan fully secured by a deposit at the institution,
the examiner generally only needsto ascertain
that the loan islegally secured to satisfy him-
self/herself that the loan is prudently underwrit-
ten. For determining whether an asset is
underwritten in a prudent fashion, the examiner
should focus on the overall quality of the asset,
not merely on documentation. An exception
should only be noted if it is material. Note that the
underwriting policies of institutions often allow
for deviations from the general standards. For ex-
ample, an institution may have generally applica-
ble debt-to-income ratios for home mortgage
loans, but may allow borrowers to exceed those
ratiosif the loan has other credit strengths such as
alow loan-to-valueratio.

For institutions with prudent underwriting stan-
dards, examiners should first focus on whether the
assets comport with the institution’s underwriting
policies. Secondly, the examiner should, for any
asset that differs from the institution’ s general
standards, review whether the asset is prudently
underwritten. “ Exceptions,” for homogeneous as-
sets, refers only to assets that do not comport with
safe and sound lending standards, even if the asset
does not adhere to the institution’ s general un-
derwriting standards, as there are often legitimate
reasons for an institution to deviate from its writ-
ten standards. The definition of “Exception” in
Appendix A provides further guidance on review-
ing older homogeneous assets.”

Appendix D provides additional guidance on ex-
panding the systematic sample of homogeneous
assets if exceptions are found. Appendix D also
provides guidance on drawing conclusions based
on the review of the systematic sample.

If more than the allowable number of exceptions
are found within the initial systematic sample of
15 assets, further sampling may help determine if

! The sample sizes discussed in this Section should be
reduced for institutions with a small number of loansin
the population being reviewed. The formula to reduce
the sample sizeis shown in Appendix C.
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there isatrend and whether material non-
compliance with regulation and policy has, in
fact, occurred. If management claims that asig-
nificant underwriting exception is an isolated in-
cident, examiners may want to verify this by
conducting further sampling. If thereis a general
pattern of noncompliance with policies and regu-
lations, it is not necessary to fully determine the
exact frequency of such noncompliance.”

Rather than continuing to enlarge the sample to
find every exception, the examiner should focus
on why the exceptions occurred, conduct any ad-
ditional examination procedures needed, and rec-
ommend corrective action.

Review of Classifications

Examiners should confirm that the institution’s
classifications of homogeneous assets are based
primarily on delinquency status.

All “dow loans’ and “sow consumer credit” - as
defined in regulations 88 561.13, 561.47, and
561.48 - should be considered for classification
in accordance with instructions in Handbook Sec-
tion 260, Classification of Assets.

In addition to the homogeneous assets sampled,
examiners should review for classification:

Homogeneous assets (or commitments) that
are unusually largein relation to their portfo-
lios, because these assets are exceptions to the

2 The differencein the initial sample sizes of 15 or 22
for homogeneous assets is due to the differencein the
degree of precision OTS will seek for low-risk versus
high-risk ingtitutions (as explained in the “ Sampling

M ethodologies for Homogeneous Assets’ Section). The
differencesin the initial sample sizes for homogeneous
and non-homogeneous assets is due to the differencein
the degree of confidence or reliability we can place on
the sample results. Due to the higher risk nature of non-
homogeneous assets, the sample size for non-
homogeneous assets was sel ected to give the examiner
a 95% confidence level that the IAR program meets the
reliability standards established in this Section. For
homogeneous assets, which generally pose alower risk
to ingtitutions, the sample size was selected to give the
examiner a 90% confidence level (reliability) that the
pool of assets are underwritten in a prudent fashion.

norm and may be incorrectly categorized
(e.g., they may be commercial loans); and

Assets that are related to non-homogeneous
assets (such as loans to the same obligors,
principals, guarantors, or otherwise for their
benefit).

If the review of homogeneous assets reveas a
high credit risk group (such as poorly under-
written mobile home loans), that group should be
included in the sampling and review procedures
for non-homogeneous assets. If such assetsare in
avery high dollar volume, dollar-proportional
sampling, described in Appendix B, is recom-
mended.

SAMPLING METHODOLOGIES FOR
NON-HOMOGENEOQOUS ASSETS

Similar to the sasmpling of homogeneous assets, in
order to determine the quality of the asset portfo-
lio, examiners should sample non-homogeneous
assets to ascertain whether the institution is apply-
ing prudent underwriting standards and is comply-
ing with applicable regulations and policies.
Exhibit 3 illustrates the decision-making process
in sampling non-homogeneous assets.

Examiners must first review the adequacy of the
institution’s policies for underwriting and acquir-
ing assets aswell astheinternal controlsin these
areas. If aningtitution has adequate policies, pro-
cedures, and controls, then the examiner should
use the minimum sampling requirements outlined
below to draw conclusions about the institution’s
asset quality. If, however, an ingtitution hasin-
adequate or nonexistent underwriting policies,
procedures, and controls, then the examiner must
review alarger sample of assetsto ascertain asset
quality.

Sampling of non-homogeneous assets should start
with an estimate of the extent of adverse classifi-
cation based on the previous examination report,
internal classifications, past-due loan history, and
lending policies and procedures. Based on the ex-
pected condition of the assets, an initial coverage
range should be set for the review of the entire
non-homogeneous portfolio. The combined se-
guential and independent samples should, at a
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IAR sample
(systematic sampling)

Risk-assessment of

IAR system Inadequate

Adequate

Select IAR sample using
interval sampling (Appendix F)
or dollar proportional sampling

| Draw and review IAR sample |

| Review exceptions |

Draw conclusions about
IAR system

Adequate Inadequate

Exhibit 3
Sample Selection for Non-Homogeneous Assets

Include IAR reviewed Do not include IAR
assets in meeting assets in meeting
minimum sample size minimum sample size

Independent sample
(risk-focused sampling)

Review policies
and procedures

Adequate Inadequate
Select minimum Select larger
risk-focused risk-focused
sample sample

Draw and review
risk-focused sample

Draw conclusions about

underwriting and asset quality

Document findings

minimum, total 30% to 50% of the aggregate dol-
lar volume of non-homogeneous assets. The 30%
minimum should be used only at the outset of re-
views whererisk isminimal and conditions ideal,
such asin thrifts with excellent policies and con-
trols, ahistory of no significant asset quality
problems, and little recent growth. If the review

of theinstitution’s AR program resultsin an ac-
ceptable number of exceptions, assetsincluded in
the IAR program are to be included in meeting
this minimum examination sampling coverage
standard.

Examiners are to sample two different popula
tions for non-homogeneous assets. First, examin-
ers are to sampl e assets reviewed by the

institution under the ingtitution’s |AR program, to
determine whether the IAR program is reliable for
the purpose of including the results of the IAR
program in meeting minimum examination sam-
pling coverage standards. Second, examiners are
to sample arelatively large sample of the non-
homogeneous assets (including those not included
in the IAR program) to ascertain asset quality.
This second sampling requirement is referred to
as “independent” sampling.

The examiner is expected to sample, at a mini-
mum, 30% of the dollar amount of the non-
homogeneous assets. This standard contrasts with
homogeneous assets, where there is no minimum
sampling percentage that must be achieved. This
minimum sampling coverage standard is dis-
cussed more fully below.
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Evaluation of Internal Asset Review Programs

After areview of the adequacy of the institution’s
policies for underwriting and acquiring assets (as
well astheinternal controlsin these areas), the
examiner should evaluate the institution’s AR
program that makes the institution’ s final classifi-
cation determinations.

Examiners should assess the structure, administra-
tion, scope, and results of the institution’s AR
program at each examination that includes are-
view of asset quality. Theinstitution’s IAR pro-
gram must include frequent sampling of all asset
types and result in the internal identification of all
major portfolio problems and an accurate assess-
ment of overall asset quality. The examiner
should review the institution’ s documentation of
itsIAR program’s sampling process to ensure that
all asset types were adequately sampled.

The IAR program should sufficiently assess risk
of loss so that an institution’ s management may
determine appropriate levels of specific and gen-
eral alowances. Thrift Activities Handbook Sec-
tion 210, Lending Risk Assessment, and
Attachment 1 of Appendix A to Section 261,
Adequacy of Valuation Allowances, provide fur-
ther guidance for evaluating AR programs.

Examination Use of Internal Classifications

If the structure, administration and scope of the
IAR program are deemed to be sufficient, then
examiners should sample and test internal classi-
ficationsfor reliability. (Instructions for sampling
internal classifications using numerical interval
sampling are provided in Appendix E.) If, after
analyzing this sample, the examiner determines
that the AR program isreliable, al internally re-
viewed assets can be included in meeting the 30%
minimum examination sampling coverage stan-
dard.

If the examiner determines that the IAR program
is unacceptable due to its structure or administra-
tion, or the interna classifications have more than
the allowable number of exceptions when com-
pared to the regulator’ s classifications, then the
examiner should proceed with an independent
sampling of assets (discussed below). In such
cases, only the assets reviewed by examiners

should be included in the minimum examination
sampling coverage standards. In order to initiate
corrective action, IAR program deficiencies
should be discussed with management, in the
ROE, and in the meeting with the board of direc-
tors.

If examiners determine that an IAR program is
severely inadequate, examiners should consider
postponing the asset review to allow corrections
to be madeif it would be a more efficient use of
resources and prudent to do so. Such action
should only be undertaken in extreme cases, with
senior Regional officials' prior approval. Examin-
ers should then comment in the ROE, advise thrift
management and directors of AR program defi-
ciencies noted, and inform them that examiners
will return within a specified period to assess
whether the deficiencies have been corrected.

It isimportant to apply this postponement strategy
judiciously. If the thrift isfinancially distressed or
isin danger of failing, the asset classification re-
view should not be postponed. It is also important
to give thrift management only a minimal time
horizon to correct the deficiencies. Examiners
must perform a prompt and thorough follow-up
review to ensure the success of this strategy. For-
mal enforcement action, including civil money
penalties, should be considered for thriftsfailing
to correct significant IAR program deficiencies.

IAR program findings for individual assets may
be used for examination purposes if individual
analyses are found to be reliable, even when the
IAR program isincomplete or has deficiencies,
such as when the IAR program does not include
reviews of insider loans or does not include re-
views of loans less than 90 days old. Although an
IAR program may be incomplete or inaccurate in
some respects, it may serve to inform examiners
of problems athrift has recognized.

Sampling Internally Reviewed Non-Homogeneous
Assets

Internal classifications may be sampled to test for
acceptance in examination reviews by one of two
methods: dollar-proportional sampling and nu-

merical interval sampling. The dollar-proportional
methodology is explained more fully in Appendix
B; numerical interval sampling for IAR-reviewed
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assets is explained more fully in Appendix E.
Note that if the examiner uses the dollar-
proportional sampling methodology to review the
IAR program, the sample must contain no excep-
tions to be acceptable.

Independent Sampling of Non-Homogeneous
Assets

In addition to areview of the assets reviewed un-
der theinstitution’s IAR program, the examiner
should undertake areview of an independent
sample.

Generally, examiners are expected to perform an
independent sample even when an institution’s
IAR isfound to be acceptable and the IAR func-
tion has reviewed alevel of the institution’s non-
homogeneous assets that is greater than the level
set by the examiner asthe desired level of review.

In such cases, the level of review performed by
examiners will depend on whether the sampling
of AR assets adequately covered al of the vari-
ous types of non-homogeneous assets.

Since the IAR sampleisrandomly selected, it is
not likely to include a sufficient cross-section of
large loans, certain high-risk loan types, or loans
to borrowers that may be near the ingtitution’s le-
gal lending limit.

Such loans must be reviewed in the independent
sample. For example, if the IAR sample did not
pick up any construction or land loans, or other
types of non-amortizing loans, then the examiners
should review some of the larger non-amortizing
loans of thistype. Also, if the IAR sample did not
include a representative number of loansto the
largest borrowers, then the examiners should in-
clude such loansin the independent sample. There
are often other loans that the independent sample
should include as well, such as modifications of
large loans or borrowers who have business rela
tionships with thrift directors or officers that were
not included in the original sample.

If, however, the IAR sampling performed by the
examiners covered the various types of non-

homogeneous lending the thrift engaged in, then
there may be good reason to limit the size of the
independent sample. It is the examiner’ s respon-

sibility to determine the level and scope of thein-
dependent sample.

Expanding the Scope of the Independent Sample

As the examination progresses and the examiner
assesses the extent of the thrift’srisk of loss, the
examiner may need to expand the independent
sample size to ensure sufficient review of credit
quality. If additional review increases adverse
classifications and the need for loss recognition
by amaterial amount (for example, if adverse
classifications exceed 50% of GAAP equity capi-
tal), the examiner should increase the sample size.
If athrift is suspected of having severe asset qual-
ity problems, examiners may need to review 65%
to 85% or more of the dollar volume of the non-
homogeneous assets. Sampling of these assets
should be sufficient to determine the extent of
credit quality problems, since any problems will
affect valuation alowances and capital. It is usu-
aly of little benefit, however, to continue to ad-
versely classify assets once the institution is
determined to be tangibly insolvent, other than to
ascertain capital levelsto amaterial degree.

When the review of additional assets would not
materially increase adverse classifications, |oss
recognition, or otherwise influence anticipated
supervisory decisions, the sample is adequate. At
some point, as the sampleisincreased, therisk in
the remaining assets in relation to tangible capital
isimmaterial. It is up to the examiner’ s discretion
to determine this point.

Independent Sampling Methodol ogies

Examiners should use either the minimum cut-off
or dollar-proportional method to independently
select the sample of non-homogeneous assets.
Where examiners have used numerical interval
sampling to accept the results of an institution’s
IAR program, examiners should include in their
independent samples areview of all assets that
have a book value equal to or greater than 5% of
GAAP equity capital.

The independent sample should not be limited by
origination date or performance. To target the
groups of assets that are the most likely to warrant
adverse classification in materia amounts, the
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sample should be supplemented by judgmental se-
lections of assets with high risk of material loss.

The examiner can include in the independent
sample assets that were reviewed by the institu-
tion under its AR program but that were not se-
lected in the sample used to assessthe IAR
program. If the examiner had concluded that the
IAR program is reliable and, as part of the inde-
pendent sample, the examiner reviews these assets
and finds that there are a significant number of
exceptions between the institution’ s classifica-
tions of these assets and the classifications of the
examiner, the examiner should carefully recon-
sider whether the IAR program isreliable. If the
results of the independent sample present a more
accurate assessment about the reliability of the
IAR program, the examiner should use that con-
clusion.

General guidance for dollar-proportional, mini-
mum cut-off and judgmental sampling isincluded
in Appendix B and includes adiscussion for using
the dollar-proportional method for independent
sampling.

Review of Independent Sample

The selected assets should be reviewed by the ex-
aminer to ascertain whether the assets were un-
derwritten in a prudent manner and in compliance
with the institution’s policies. An exception
should only be noted if it is material. The exam-
iner should also use these reviews to determine
appropriate classifications of the sampled assets.
Examiners should use the guidance provided in
the other Asset Quality sections of the Handbook
to assess whether the selected assets were pru-
dently underwritten.

REVIEW OF PREVIOUSLY EXAMINED
ASSETS

Analysis of previously examined assets should
generally be limited to aquick review of the pre-
vious examination line sheets, current perform-
ance, and new file information for indications of a
material change in the condition or cash flow of
the obligor or the collateral. The current balance,
performance information, and current financial
data should be updated on the previous examina

tion line sheets. In most instances, aquick review
of the updated line sheet will be al that is needed
to properly classify the asset again.

ASSET REVIEW DOCUMENTATION

Documentation should be in adequate detail to
help examiners sample assets for review in the
next examination, and should identify records
used as a basis for sampling, such as: IAR sched-
ules, alphabetical trial balances, customer infor-
mation file printouts, and loans-to-one-borrower
lists. Work papers must include a description of
methods and criteria used to select samples, in-
cluding the cut-off amounts and initial and sup-
plementary sampling techniques. Documentation
should be sufficient to allow areviewer to iden-
tify the assets reviewed, understand the rationale
for the selection of assets, and determine the per-
centage of assets reviewed for each portfolio, the
overall coverage of non-homogeneous assets and
any exceptions that are found. Information
sources, such as officers, credit reports, etc.,
should be identified if not obvious.

The percent of dollar volume of non-
homogeneous assets reviewed by examiners (in-
cluding the assets reviewed under the IAR pro-
gram, if tested and found reliable for the purpose
of including the results of the IAR programin
meeting minimum examination sampling cover-
age standards) should be included on the lead
sheet of the line sheet deck of line sheetsand in
the asset quality scoping comments in the ROE.

Asindicated in the Thrift Activities Asset Review
Line Sheets I nstructions, examiners should record
enough information on each reviewed asset to
clearly identify the asset and to arrive at afinal
defensible classification. Each asset review
should only be thorough enough for proper classi-
fication. Examiners should attempt to find and re-
cord only enough information to pass an asset or,
if unableto passit, record enough information to
classify it. The line sheets are not needed when
the thrift can provide an adequate substitute such
as history cards or IAR worksheets.
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